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KEY ECONOMIC INDICATORS: 


Values in US$ millions at 
current prices unless 
otherwise stated 


INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices ($ Bil)(#) 
GDP @ Constant 1980 Prices ($ Bil) (#) 
GDP per capita, Current Prices ($)(#) 
GDP per capita, Constant, 

1980 Prices ($) (#) 


PRODUCTION (= EXPORTS) 

Garments 

Watches and Clocks 

Plastic Toys and Dolls 

Electrical Machinery & Appliances 
Textile Fabrics 

Transistor Radios 

Metal Manufactures 

Registered Industrial Employment ('000) 
Registered Industrial vacancies ('000) 
Redefined Real Wage Index (March 82=100) 
Tourist Arrivals ('000) 


MONEY & PRICES 

Money Supply (M2 $Bil) 

Money Supply (M3 $Bil) 

External Public Debt 

Prime Lending Rate (%) 

Hang Seng Consumer Price Index 
(1980=100) 


FOREIGN TRADE 
Domestic Exports (FAS) 
To U.S. 
Re-exports (FAS) 

To U.S. 

Imports (CIF) 

From U.S. 


TRADE WITH U.S. 
Exports: 
Garments 
Plastic Toys and Dolls 
Electrical Machinery & Appliances 
Watches and Clocks 
Office Machines & Computers 
Radio Receivers 
Textile yarn, fabrics 


JAN.-JUNE 1984: 


* Provisional estimates 
= Preliminary estimates 
*** Computed from HKS figures 


Notes: 


an 


Average Exchange Rates 
1984 Jan.-Jun. 


US$1 
US$1 


1982 


30.4* 
25 .0* 
5,803 .8* 


4,777.4* 


4,748.6 
1,180.8 
1,038.5 
997.4 
642.2 
459.6 
336.8 
856.0 
30.0 
98.8 
2,609.0 


34.1 
41.4 
41 9 


HK$ 7.803 
HK$ 6.805 


1983 


28 .4** 
eaat?™ 
5,353 .9** 


4,157.8** 


4,725.0 
1,135.6 
824.8 
1,127.9 
750.9 
379.2 
340.7 
865.0 
41.0 
97.0 
2,775.0 


35.4 
42.8 
57.9 


10.5-16.10 11 25-16 


136.0 


13,679.1 
5,143.8 
7,306.9 

925.0 

23,540.9 

2,546.8 


Ves ot 
246.2 
397.7 
183.9 
271.6 
102.1 

83.6 


144.0 


14,355.41 
6,022.5 
7,740.1 
1,103.8 

24,122.24 
2,637.0 


Imports: 


HONG KONG 


1983 Jan.-Dec. 
1982 Jan.-Dec. 


Jan e- 
June 
1983 


N.A. 
N.A. 
N.A. 


N.A. 


2,097.9 
510.2 
334.1 
515.7 
338.7 
172.2 
152.3 
849.0 

39 .0 
97.0 
1,283.0 


33.8 
40.0 
N.A. 


10.5-13.5 8.5-13.75 


143.21 


6,342.4 
2,566.4 
3,523.41 
491.1 
11,179.24 
1,283.2 


Jan .e- 
June 
1984 


N.A. 
N.A. 
N.A. 


N.A. 


2,688.8 
504.1 
423.4 
703.0 
433.5 
203.2 
191.8 
922.4 

39.4 
96.7 
1,443.0 


36.4 
45.3 
N.A. 


157.8 


8,027.8 
3,579.0 
4,771.4 
720.0 
13,527.24 
1,481.4 


Elec. Machinery, Apparatus 
Office Machines & Computers 
Fruit & Vegetables 


Petroleum 
Gems 


Products 


Plastic Materials 
Metal Manufactures 


US$ 1 
US$1 


HK$ 1 
HK$1 


% Change 
Jan.-June 1984 


Jan.-June 1983*** 


N.A. 
N.A. 
N.A. 


N.Ae 


+47.0 
+13.3 
+45 .3 
+56.3 
+46.8 
+35.3 
+44.4 
+8.6 
+1.0 
-0.3 
+12.5 


+23.4 
+29.8 
N.A. 
-7.3 


+10.2 


+45.1 
+59.9 
+55.3 
+68.1 
+38.7 
+32.4 


The HKG adopted a new methai of estimating the GDP in 1983, am all figures above have 


been recalculated by this method. For this reason, these figures are not comparable to 
those in previous Hong Kong Economic Trends Reports, 


(#) Apparent declines in the GDP figures from 1982-83 are the result of conversion to U.S. 


dollars, in the light of the depreciation of the Hong Kong dollar. 





SUMMARY AND OUTLOOK 


ECONOMY IN THE FIRST HALF: Hong Kong's economy continued to perform 
well in the first half of 1984 as a result of higher-than-expected 
growth in exports attributable to the continued strong economic 
recovery in its major export markets, and particularly the United 
States. The strong growth in exports during the first half has led 
the Financial Secretary to revise the government's forecast of real 
GDP growth upward, from 6 to 8 percent for the year. 


Domestic exports-grew by 27 percent in U.S. dollar terms in the first 
half of 1984 over the same period in 1983. The unemployment rate fell 
from 4.0 percent in the first quarter to 3.5 percent in the second 
quarter of 1984, a level which is considered effective full employment 
by the government. The rate of inflation, as measured by the Consumer 
Price Index (A), also slowed from an average of about 11 percent in 
the first quarter to 9 percent in the second quarter. 


PRIVATE MARKETS: The Hong Kong dollar remained essentially stable in 
the first half, declining less than 0.5 percent against the U.S. 
dollar. On a trade-weighted basis, the overall value of the Hong Kong 
dollar rose by 3 percent during this period, reflecting the global 
strength of the U.S. dollar. 


The stock market was fairly volatile in the first six months. After 
having stayed a strong rally during most of the first quarter, share 
prices generally fell in the second quarter. The property market, 
apart from small residential flats, showed virtually no signs of 


improvement during the first half. Permits issued for residential 
construction increased substantially, but that increase was partly 
offset by decreases in permits issued for both commercial and 
industrial construction. Property prices and rental costs remained 
soft. The manufacturing sector, led by textile and electronic 
exports, showed significant growth in the first half of the year. 


THE PUBLIC SECTOR: The Hong Kong Government (HKG) has adopted a 
policy to limit the growth of the public sector. It plans to reduce 
the public sector's share of Hong Kong's GDP for FY 1984-1985 from the 
original forecast of 18.3 percent to 17.5 percent. The government 
aims to reduce the budget deficit, projected for this year to be less 
than 1 percent of GDP. 


TRADE AND FOREIGN INVESTMENT: The United States remains Hong Kong's 
largest trading partner and the largest foreign investor in 
Manufacturing industries. Total U.S. investments in Hong Kong, 
ranging from financial services to manufacturing industries, are 
estimated to be $4 to $5 billion. There are more than 650 U.S. firms 
established in Hong Kong at present. 


Hong Kong's trade with the United States totaled $5.8 billion in the 
first half of 1984, representing a nominal increase of 35 percent. 
The bilateral trade balance for the same period amounted to US$2.8 
billion in favor of Hong Kong. 
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PROSPECTS FOR U.S. FIRMS: U.S. firms can benefit from Hong Kong's 
industrial diversification efforts by aggressively pursuing the 
markets generated by Hong Kong's needs. Best prospects for U.S. 
exports to Hong Kong include electronics products, testing equipment 
and supplies, security and safety equipment, packaging equipment and 
materials, health care equipment, sophisticated electronic components, 
and consumer products, such as food, apparel, home furnishings, home 
appliances, building hardware and supplies. 


HONG KONG - CHINA TRADE: In the first half of 1984, trade between 
Hong-Kong and China showed a nominal increase of 47 percent to $5.3 
billion over the same period in 1983. Investments by Hong Kong 
companies in China, (e.g., compensation trade agreements, joint 
ventures and wholly-owned enterprises), particularly in the Shenzhen 
Special Economic Zone, are increasing. Hong Kong is also an important 
entrepot for China. 


OUTLOOK: For the rest of 1984, the Hong Kong economy is likely to 
continue to grow but at a slower pace. The business community reacted 
favorably to the joint Sino-British declaration initialed by both 
sides on September 26, 1984, which provides for the continuation of 
Hong Kong's social, legal and economic system after 1997. With the 
exception of textiles, the manufacturing and financial sectors will be 
likely to perform well in the second half. 


While no near-term improvement in the property market (except in small 
residential flats) is in sight, the worst is probably over for that 
sector. The Sino-British agreement has partially restored business 


confidence and the property market may be expected to start a slow 
recovery. 


Manufacturers, whose orders-on-hand in June ranged from 4.5 - 5.7 
months, will probably continue to do well in the second half but the 
growth rate will be lower as the second half of 1983 provides a higher 
basis for comparison. The newly-implemented U.S. rules of origin 
regulations, expected to have only a minimal effect in 1984, could 
have a major impact on 1985 textile exports. 


The following table contains the official Hong Kong Government 
forecasts of key economic indicators for 1984. 
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Key Economic Indicators 1984 
Budget and Revised Forecasts 
(in real terms in percentage) 


Budget Forecast Revised Forecast 


Total Exports of Goods +12.0 +20.0 
Domestic Exports +10.0 +18.0 
Reexports +16.0 +25.0 

Imports of Goods +11.0 +16.0 

Exports less Imports of Services +2.0 N.A. 

Increase in Stocks +51.8 N.A. 

Gross Domestic Product (GDP) +6.0 +8.0 

Per Capita GDP (HK$) +5.0 +7.0 

Real Income +6.0 N.A. 

GDP Deflator +9.0 N.A. 

Government Consumer Price Index A +9 .0 +7.0 


Sources: 1984 Economic Prospects 
Speech by Hong Kong Financial Secretary, Sir John 


Bremridge to the Hong Kong Economic Association on 
September 14, 1984 
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CURRENT ECONOMIC SITUATION AND TRENDS 


OUTLOOK: In the first half of 1984, the Hong Kong economy continued 
to perform well as a result of strong export growth attributable to 
continued economic recovery in the United States and to a lesser 


degree in a number of other countries which are also major markets 
for Hong Kong's exports. This stronger-than-expected growth in the 
first half of the year has led the Financial Secretary to revise his 
forecast of the real growth rate of the gross domestic product 
upward from 6 percent to 8 percent for 1984. 


FOREIGN TRADE 


DOMESTIC EXPORTS: In the first half of 1984, the value of domestic 
exports reached $8,028 million. This represented a nominal increase 
of 27 percent from the $6,342 million in the first half of 1983. This 
is significantly higher than the 9 percent real growth registered in 
the first half of 1983 over the same period in 1982. This strong 
export growth is largely attributable to the continued economic 
recovery of the U.S. economy (the largest effort market for Hong Kong) 
and to a 13 percent depreciation of the Hong Kong dollar (against the 
U.S. dollar) which increased the price competitiveness of Hong Kong's 
products. Growth of exports in the second half of the year is 
expected to slow down as the U.S. economy has been showing signs of 
weakening. For the year, the HKG forecasts total exports to reach 
$17.7 billion, representing a real growth rate of 18 percent. 


MAIN MARKETS: In the first half of 1984, $3.6 billion, or 45 percent 
of Hong Kong's domestic exports went to the United States. The United 
Kingdom, China and West Germany each absorbed about 7 percent of 

Hong Kong's exports. Japan, Canada, Australia and Singapore together 


accounted for another 12 percent. $1.8 billion, or 22 percent went to 
the rest of the world. 


The China market has more than trebled in four years, reaching $581 
million in the first half of 1984. Joint venture activities in 
compensation trade and processing arrangements between China and Hong 
Kong have contributed to the rapid growth of the Chinese market to 
which Hong Kong exports raw materials and semi-manufactured goods, 
notably including textile yarn, fabrics and made-up articles as well 
as telecommunications and sound recording equipment. 


PRODUCTS: The traditionally dominant textile sector accounted for 41 
percent of Hong Kong's total domestic exports of $3.3 billion in the 
first half of 1984, a 22 percent real increase over the first half of 
1983. Most of the textile exports were apparel which went to the 
United States, West Germany and the United Kingdom. Non-apparel 
textile products were exported to China and other countries. Other 
major exports included electronic products ($1.7 billion) and watches 
and clocks ($504 million). Plastic toys and dolls and household 
electrical appliances together accounted for another $753 million. 
Over the period, the average real growth of these exports was 30 


percent, with electronic components and domestic electrical appliances 
recording the fastest growth. 


REEXPORTS: Goods transshipvped through Hong Kong are predominantly 
textiles (yarn, fabric and apparel), and electrical equipment. These 
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transshipments are usually destined for markets in East Asia. They are 
classified as "reexports" by the HKG. They increased by 37 percent to 
reach US$4.8 billion in the first half of 1984. The HKG has revised 
its forecast of real reexport growth from 16 percent to 25 percent for 
the year. Shipments to China, Hong Kong's largest reexport market, 
rose an astounding 106 percent to US$1.3 billion, representing over 

One quarter of total reexports. Those to the United States totaled 
$720 million, while Taiwan, Singapore, Japan and Indonesia each 
absorbed about $285 million. 


China also remained the most important source of reexports. The value 
of Chinese goods reexported from Hong Kong to the rest of the world 
grew 42 percent in nominal terms to $1.7 billion during this period. 
Japan and the United States respectively provided 20 and 11 percent of 
the goods reexported through Hong Kong. 


IMPORTS: Goods imported into Hong Kong include raw materials, 
semi-manufactured goods, consumer goods, capital goods, foodstuffs and 
fuels. Imports into Hong Kong resumed growth as the economy recovered 
in the first half of 1984. During this period, the value of total 
imports showed a 19 percent real increase to reach $13.5 billion. 
China maintained its position as the leading supplier. In the first 
half of 1984, Chinese goods imported into Hong Kong rose 31 percent to 
reach $3.4 billion. Japan came second with $3.1 billion, a 19 percent 
increase. Imports from the United States, the third largest supplier, 
rose 15 percent to $1.5 billion. Unlike imports from China, about 
one-half of which is reexported, most (70 percent) imports from the 
United States are retained here rather than reexported, 


RETAINED IMPORTS: In line with the general recovery in manufacturing 


and industrial activities, Hong Kong's retained imports showed a real 
increase of 12 percent in the first half 1984. The growth (long 
overdue) in the retained imports of capital goods was especially 
encouraging to the Hong Kong Government, as it indicates renewed 
capital investment following a period of political uncertainty. 


BALANCE OF TRADE: Since exports grew faster than imports, the visible 
trade gap (the proportion of the value of imports not covered by 
receipts from total exports) narrowed significantly from $1.3 billion 
in the first half of 1983 to $728 million in the first half of 1984. 


INVISIBLE TRADE: Tourism is flourishing in Kong Kong, thanks to the 
depreciation of the Hong Kong currency. The number of tourist 
arrivals in the first half of 1984 increased 12 percent to 1.4 
million, about 17 percent of whom came from the United States. They 
spent $758 million in the territory. 


LABOR AND PRICES 


UNEMPLOYMENT: The continuing strong recovery of the export sector has 
created more job opportunities in the manufacturing sector. In the 12 
months ending June, 1984, manufacturing employment increased by 2.1 
percent to reach 922,400. Most of this increase was in the 
electronics, plastics and garment industries. Employment in the 
service sector (finance, insurance, real estate and business 
services), increased by 2.5 percent while employment in the building 
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and construction sector, reflecting the depressed real estate market, 
declined by 9.9 percent for the comparable period. 


WAGES: Earnings of workers in the manufacturing and service sectors 
increased 7 and 5 percent respectively in real terms during the twelve 
months ending June, 1984. In contrast, there was a 7 percent real 
decrease in the earnings of construction workers during this period. 


OUTLOOK: The seasonally adjusted unemployment rate fell from 4.0 
percent in the first quarter to 3.5 percent in the second quarter of 
1984. The HKG considers this to be effective full employment. 
Complaints of labor shortages, especially in the skilled category, are 
being voiced by manufacturers. Nominal wages for the workers may be 
expected to continue to rise. 


PRICE INDICES: Inflation in the first half of 1984, as measured by 
the Consumer Price Index (A), slowed from an average of about 11 
percent on the first quarter to 9 percent in the second quarter of 
1984. This probably indicates that the adverse effect of the 
depreciation of the Hong Kong dollar on import prices has worked 
through to the retail level and is receding. The stability of the 
pegged exchange rate system of the Hong Kong dollar has put a brake on 
further price increases. 


OUTLOOK FOR INFLATION: On balance, as domestic demand remains 
moderate, aggregate demand in the economy is not imposing undue 
pressure on aggregate supply of domestic resources and hence, on the 
general level of prices. Property prices (both rental and sales) are 
moderate, and the currency is stable. Under these circumstances, 
inflation may be expected to continue to decline to 7 percent by year 
end, from the 9-10 percent of the first half. 


INDUSTRIAL SECTORS 


TEXTILES: Textile exports grew rapidly in the first five months of 
the year, up about 26 percent in U.S. dollar terms from a very weak 
level in early 1983. As inventory rebuilding in the United States has 
been completed, growth in textile exports is expected to decline. The 
year-to-year comparison is also likely to be weaker in the second half 
because Hong Kong's. economic recovery began in the second half of 
1983. If the HKG's prediction that the enforcement of new U.S. rules 
of origin will ban $282 million worth of textile goods from the U.S. 
market materializes, then textile exports in 1985 are likely to 
stagnate after an extremely strong 1984. (The $282 million 
represented 16 percent of Hong Kong's Multi-fiber Agreement (MFA) 
textile exports to the United States in 1983. Hong Kong also exports 
silk and ramie products which are not subject to MFA quotas.) 


ELECTRONICS: Hong Kong's electronics industry is essentially an 
assembly industry with components imported for assembly into finished 
products for export. Growth in electronics exports for the first half 
of 1984 was even stronger than in textiles. The growth rate for the 
first four months reached 55 percent in Hong Kong dollar terms, or 
about 32 percent in U.S. dollar terms. As in textiles, the United 


States is the most important market (about 60 percent) for Hong Kong's 
electronics exports. 





THE FINANCIAL SECTOR 


DEPOSITS AND MONEY SUPPLY: For the first half of 1984, Hong Kong 
dollar deposits increased 11 percent to HK$170 billion ($21.8 
billion), whereas foreign currency deposits increased 18 percent to 
($21.2 billion). There was considerable switching from Hong Kong 
dollar into foreign currency deposits during the second quarter of 
1984, causing the Hong Kong dollar money supply (broadly defined M3) 
to decline 1.2 percent during the quarter after an 11 percent increase 
in the first quarter. While some of the switching was made on the 
strength of the U.S. dollar and firm U.S. dollar interest rates, part 
of it resulted from the desire of depositors to hold U.S. dollar 
assess in light of the political uncertainty then prevailing. 


Since the implementation of the linked exchange rate system (Hong Kong 
dollar linked to the U.S. dollar) movements in the monetary 
aggregates and interest rates have become more volatile. 


BANKING AND DEPOSIT-TAKING ACTIVITIES: On June 30, 1984, the 

total liabilities of the 479 banking institutions in Hong Kong 
amounted to $157.1 billion, an 11 percent increase from the June 30, 
1983 level. At the end of the first half of 1984, there were 137 
licensed banks (93 foreign banks, 31 local Chinese banks and 13 
mainland Chinese). They maintained a total of 1,405 branches holding 
$34.2 billion in deposits from customers. There were also 316 
registered deposit-taking companies (which can accept only time 
deposits and are generally subject to less regulation). 


In recent years, deposit-taking companies (DTCs) have experienced 
difficulties arising from overexposure to the property market, 
mismanagement (in some cases), and the lack of bank backing. 
Nevertheless, in the second quarter, deposits moved from banks to DTCs 
as the latter offered higher interest rates. 1984 will continue to 
witness difficulties for the smaller deposit-taking companies. The 
Hong Kong Government has introduced tighter regulation of these 
financial institutions, and further reforms are being considered. 


LOANS AND ADVANCES: Strong export sales followed by excellent 
Cashflow reduced loan demand from manufacturers. Lending to the 
property sector, previously a big borrower, also declined. Thus total 
loans made by banking institutions increased only marginally (by less 
than 2 percent) to $51.9 billion at the end of the second quarter of 
1984, 


EXCHANGE RATES: The Hong Kong dollar, officially pegged to the U.S. 
dollar, remained essentially stable during the first half of 1984, 
moving for most of the time within the narrow range of HK$7.78 to 7.82 
to one U.S. dollar. However, maintenance of the official peg can 
cause wide fluctuations in the Hong Kong dollar money supply and 
interest rates if speculation concerning the revision of the peg 
should arise (as in February and March, 1984). On a trade-weighted 
basis, the Hong Kong dollar advanced three percentage points (or 4.4 
percent) against most major currencies during the first six months of 
the year, largely as a reflection of the strength of the U.S. dollar. 
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The HKG has consistently stated that it has no intention of revising 
or abolishing the pegged rate in the near future. This position, 
combined with restored business confidence following the September 
initialling of the Sino-British agreement, will continue to contribute 
to the stability of the Hong Kong currency in the near term. 


INTEREST RATES: There was a substantial shift from foreign currency 
to Hong Kong dollar deposits in the first quarter of the year, 
attributable to speculation that the official peg would be revised. 
The interest rate of savings accounts fell to 3.5 percent and the 
prime rate to 8.5 percent by mid-March. However, high U.S. dollar 
interest rates and the realization that the peg would not be revised 
caused deposit switches the other way around--into U.S. dollars. By 
the end of June, savings account and prime rates had risen to 8 
percent and 13.75 percent, respectively. In response to these 
switches into other currency funds, interest rates on Hong Kong dollar 
deposits have climbed gradually to exceed those on U.S. dollar 
deposits. 


THE STOCK MARKET: The stock market remained volatile during the first 
half of 1984. After having staged a strong rally during most of the 
first quarter, share prices generally fell in the second quarter, 
under the influence of political developments associated with the 1997 
talks. The Hang Seng Index rose progressively from about 870 in early 
January to 1,170 on March 19, 1984, but fell sharply in the following 
months. The retreat was first sparked off on March 28 by Jardine 
Matheson's announcement that the group's holding company would be 
moved from Hong Kong to Bermuda, and was given another push by 
reaction to British Foreign Secretary Sir Geoffrey Howe's statement on 
April 20, 1984 that British administration of Hong Kong would not 
continue after 1997. 


As a result of these developments and the general nervousness over the 
future, the Hang Seng Index stood at 901.07 at the end of June, 1984 
-- a 7 percent decrease over its level at the same time in 1983. 
However, the activity in the markets produced a 47 percent increase in 
the volume of trading. Total turnover on the four exchanges during 
the first half of 1984 amounted to $3.6 billion against the $2.8 
billion during the first half of 1983. 


THE PROPERTY MARKET 


Apart from small residential flats, demand for property generally 
remained weak during the first half of 1984. Many potential investors 
were probably still hesitant to commit their capital because of the 
uncertainty over the political future of Hong Kong. At the same time, 
in response to the weak property market over the last two years, the 
supply of new property coming onto the market decreased by 43 per cent 
to 951,000 square meters over the previous year. The decreases were 
particularly marked in the residential and commercial sectors. 


Demand for small residential flats continued to be fairly strong 
during the first half of 1984, particularly for well-located and 
better-planned developments. Current relatively low property prices 
and more attractive terms (including mortgage rates) offered by some 
developers and financial institutions stimulated sales. (The mortgage 
rate fluctuated in the range of 10 - 15.25 percent during the first 
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half of 1984.) Rental costs generally remained stable. The market 
for large flats remained relatively depressed mainly due to 
oversupply. 


During the first half of 1984, the supply of new commercial property 
decreased by 53 percent to 235,000 square meters. With burgeoning 
economic activity, shop openings increased, and shop space in prime 
locations continued to have high occupancy rates. 


Over the period, the supply of new private industrisl property 
decreased by 21 percent to 373,000 square meters. Much of the new 
supply continued to be in the New Territories. Property prices and 
rental costs of industrial premises either eased slightly or remained 
stable during the first half of 1984, 


OUTLOOK FOR THE STOCK AND PROPERTY MARKETS 


The Hong Kong stock market ts heavily influenced by property market 
trends, as many publicly listed companies have large property 
holdings. It is estimated that property accounts for 30-40 percent of 
the total book value of the companies that make up the Hang Seng 
Index. 


The Hong Kong property market showed few signs of revival during the 
first half of 1984, with rents for both residential and office space 
remaining well below those two and a half years ago. Particularly in 
the market for prime office space in Central Hong Kong, the oversupply 
situation is likely to continue for the remainder of 1984 and well 
into the year after. On the other hand, the demand for small and 
medium-sized residential flats will remain buoyant. In view of 
current relatively low prices, the sustained recovery in the 
manufacturing sector should stimulate the demand for industrial space 
Once spare productive capacity in existing industrial premises has 
been fully utilized. 


Nevertheless, the outlook is favorable for recovery of the Hong Kong 
stock market in the second half of 1984. This bullish climate has 
been created partly by stronger-than-expected trade performance and 
partly by the initialing of the Sino-British agreement on Hong Kong's 
future on September 26, 1984, which provided for continuation of 
British administration of Hong Kong for the next 13 years and 
Maintenance of the capitalist system in the territory for 50 years 
after 1997. 


THE PUBLIC SECTOR 


The Hong Kong Government has adopted a conservative fiscal policy in 
order to bring the growth of the public sector in line with the growth 

of the Hong Kong economy. As a result of the upward revision of the 
official GDP forecast for 1984 from 6 percent to 8 percent in real 

terms and continuing efforts to restrain expenditures, the revised 
forecast of the public sector share of GDP for FY 1984-1985 has been 
reduced from 18.3 percent to 17.5 percent. (The comparable figure in | 
FY 1983-1984 was 19.4 percent). Nevertheless, with continued contraction 
in private sector building and construction activity, the public 
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sector's share of building and construction output is now forecast to 
increase from 49 percent is 1983 to 52 percent in 1984. 


The budget announced on February 29, 1984 was Hong Kong's third 
consecutive deficit budget. With anticipated revenue for FY 1984-1985 
of $4.3 billion and estimated total expenditure of $4.8 billion, the 
Hong Kong government was confronted by a deficit of $462 million for FY 
1984-1985. With stronger than expected growth, however, an appreciably 


smaller budget deficit is now anticipated for the current financial 
year. 


IMPLICATIONS FOR THE UNITED STATES 


Hong Kong offers many opportunities for U.S. exporters. Although 
small (5.6 million people), it is one of the fastest growing economies 
in the world, has an increasingly affluent consumer base (per capita 
GDP of $5,353 in 1983), is the most important port in Asia, and ranks 
among the top 25 U.S. export markets. The Hong Kong Government 
remains generally committed to free trade. There are virtually no 
import or export restrictions. Tariffs are levied on only three 
items: tobacco products, wines and liquors, and hydrocarbon oils. 


(In addition, heavy first registration taxes on motor vehicles 
discourage their ownership.) 


To maintain its rapid growth and to establish a reputation for high 
quality, Hong Kong is attempting to diversify away from textiles, 
garments, and low-priced consumers goods towards more sophisticated 
manufactured products. U.S. firms should pursue aggressively the 


markets generated by Hong Kong's needs that will arise from its 
diversification efforts. 


However, Hong Kong's open market is very competitive. U.S. firms will 
face tough competition from Japan and China, Hong Kong's two major 
suppliers. U.S. companies must offer not only competitive prices, but 
guaranteed delivery dates and after-sales service. Local customers 
need to be assured that new U.S. firms will remain committed to the 
Hong Kong market and serve as reliable supply sources regardless of 
economic swings in the U.S. economy. 


BEST SALES PROSPECTS 


U.S. suppliers will find that sales prospects are best for electronic 
components, electronics production and testing equipment, medical 
equipment, consumer products, sophisticated business equipment, 
computers and peripheral products, packaging equipment, commercial and 
home security equipment, material handling equipment, industrial 


safety equipment, and fresh and processed foods. The.major categories 
are highlighted below. 


Hong Kong's electronics industry, which has close connections with the 
United States, is its fastest growing industry. The current emphasis 
on upgrading electronics technology highly favors American 


manufacturers, especially manufacturers of electronics production and 
testing equipment. 
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Hong Kong is one of the fastest growing markets for American foods. 
Between 1979 and 1983, U.S. agricultural exports to Hong Kong rose 
about 70 percent from $206 million to $357 million. Best prospects 
include oranges, fresh grapes, ginseng, poultry, wheat, prepared 
animal feed, eggs, tobacco, candy, lettuce, and beef. 


The rising affluence of Hong Kong's population has created a growing 
demand for sports equipment, household labor-saving devices, 
convenience items, small appliances, linens, towels, and cotton 
bedsheets. Imported apparel, particularly children's wear, casual, 
leisure and sports wear, are also popular. 


As a major international financial center, Hong Kong has a strong 
demand for business and office equipment, as well as for computers and 
peripheral equipment, including mini-computers and software. The best 
prospects are for space- and labor-saving office equipment and 
information processing and telecommunications equipment. Both 


hardware and software that can be used locally in these categories 
will be in demand. 


Hong Kong's new hospitals and expanding health care facilities offer 
good opportunities for U.S. suppliers of medical and health care 
equipment. The continued growth of tourism in Hong Kong, Macau, and 
China creates demand for hotel and restaurant equipment. There are 
also opportunities in packaging equipment as Hong Kong manufacturers 
put more emphasis on attractive and secure packaging for export. The 
demand for commercial security equipment is on the rise because Hong 
Kong's insurance firms now require retail outlets handling high-value 
merchandise to install adequate security systems before providing them 
insurance. The new electronics industry also has a large demand for 
security equipment as thefts are not uncommon. 


Other markets which may develop into trade opportunities for American 
firms in the next several years include industrial safety equipment, 
pollution control equipment, energy conservation equipment and energy 
efficient machinery. The development of these markets will depend on 
the Hong Kong Government's enforcement of legislation in these areas, 
as well as movements in world energy prices. 


There are strong indications that Hong Kong will become a major 
service center for offshore oil exploration in the South China Sea. 
This sector could provide a major share of service sector growth in 
Hong Kong through the 1980s and 1990s. 


For additional information on best prospects for U.S. exports to Hong 
Kong, the Department of Commerce has a more detailed analysis 
available to American business firms. 


INVESTMENT OPPORTUNITIES 


The United States, followed by Japan and the United Kingdom, is the 
largest foreign investor in Hong Kong's manufacturing sector. U.S. 
investment can provide capital, advanced technology, and managerial 
know-how to assist Hong Kong to develop its economy, and to develop 
new markets for U.S. products. The more promising investment areas 
are: electronics, including printed circuit boards, semiconductors, 
computer assembly and software, business machines, instruments and 





-14- 


automation industrial controls and advanced consumer electronics; 
electrical equipment, including motors, transformers, electrical 
accessories and electrical appliances; optics, including cameras, 
microscopes, glasses and binoculars; telecommunications equipment, 
ranging from push button telephones to terminal equipment; light 
industrial metal manufacturing, processing and engineering equipment; 
and basic plastic material manufacturing equipment, including the 


full range of advanced finished products and components made of 
plastic materials. 


Potential deterrents to investments in Hong Kong include over- 
crowding, the cost of office and residential space, and severely 
strained (though excellent) infrastructure facilities, particularly in 
the transport sector. On the other hand, Hong Kong offers substantial 
advantages: a well-founded code of commercial law, ready availability 
of professional services, skilled labor, a government sympathetic to 
business concerns, excellent communications with the world, and easy 
access to a broad spectrum of financial and related services. 


CHINA DIMENSION 


With the initialing of the Sino-British agreement on September 26, the 
fundamental questions regarding Hong Kong's future after 1997 have 
been resolved. Hong Kong's transportation and communication links to 
China have mushroomed in the last several years. Regular direct 
train, bus, truck, car, ferry, hovercraft and plane service now link 
the two. Telex and telephone links are expanding quickly, and 

direct dial telephone service is now available to southern China. 
Hong Kong sells some electricity to Guangdong province, and uses coal 
from China to fire local generating plants. A joint nuclear power 
station has been announced. Two-way trade between Hong Kong and 
China, in the first six months of 1984 increased 70 percent (in Hong 
Kong dollar terms) to $5.34 billion over the corresponding period in 
1983. In addition, compensating trade agreements, joint ventures and 
wholly-owned investments, particularly in the Special Economic Zone 


near Hong Kong, are growing. China itself is also increasing its 
investment in the territory. 


Hong Kong is an important entrepot for China. In the first half of 
1984, trade between China and the United States via Hong Kong reached 
$670 million. This unparalleled access to China makes Hong Kong an 
excellent base for U.S. firms interested in exploring the China 
market. Local staff fluent in English, Mandarin Chinese and Cantonese 
are readily available. Consulting firms offer a wide range of 
necessary services, including legal advice, travel arrangements, 
translation, packaging, shipping and market surveys. The active 
American Chamber of Commerce in Hong Kong arranges numerous programs, 
such as talks, trips, and meetings of special interest committees, to 
assist in learning about the China market. Many China traders 
continue to prefer Hong Kong as a base of operation even though China 
itself has become more open to foreign residents in recent years. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


LJ Yes! 


Name 
Organization 
Address 
City 


DOC/BAI 
8/84 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
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Here’s my check made out to the Super- 
intendent of Documents. 


LJ Charge my VISA or MasterCard No. 


LITTTTI TTT Tit ttt) 


(Signature) 


(Expiration Date) 
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